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;. Dear Applicant:

N Tl PR e NS

We have considered ¥our application’ for exemption from Federal
income tax as an organization described in section 59%;&:) (3) of the
In:ernal Revenue Coda of 1983 )i S AR IR ALk

R %4 0

The information submitted discloses tha
under the laws of )

T ‘ :55:,5 » ‘,‘._.‘_- sl E ‘...‘. ;7‘,&(“

The purposas of your organi a8 identified in your Form
1023 application, are *...to foster the online &P community,
expand the number of WP online users, and develop innovative
@Y programs and urvlcos;gr&tho wrld°!~m3

Your application identifies your initial activity as the
operation of an electronic @GR forum on 4

 an online service company. While your initial audience will

be online users withii North America Xou will begin targeting other

audiences worldwide once ‘ nternational service is
launched, - This is expected to occur within six months to one year
from 1nccftion. Your intent iis to commence operations on @ and
later replicate and enhance this @l forum on World Wide Web

" (part of the publiec Internet):and make this forum available through
other online sarvices, such as CENEEEETEERAE: N

. TACTS1
‘. Your purpose is "to foster; online’ ,community, expand
74 the number of GElNP online .users, and develop innovative
.. programs and services for t.ha'vorldoti*."a‘Mcordlng to
~.your application, you have proposed to *create a user-friendly,
computer-based communication’vehicleifor the —comunitz" that
will serve as *...a vchiclc'lpcciucally‘duigncdﬂto carry the
; messages and encourage the dialogues:necessary to create bonds
.betwaen the younger and the GNP community,® . s
AR T SRV e SRR IR s TR
' In operating your ) forum on YN ,
application indicates that- *In each area there will be bulletin
.chat’ schedules, relevant text ¢«~"downloadable
E, ests,>and katpl s

your




% pondenca dated )
dentifies.the followin
to:umfi. i G

s AR

' - Arts and Culture”'¥
= Youth (including

SR

downloadable library containing

a
#; .. educational G software as well as:an extensive
massage board) s . e
(consisting of a daily compilation of} important
: information) ... -+ . HE
SR (featuring a variety of publications pertaining to

Food (including intdfﬁ:lon on )y
Education (including courses in eusumme® and downloadable
i _ B s
@I (i{ncluding material on the GNP political system
and information on the history of the state of

SRR 1 8 i
Family and Educational Matters 3

Holidays and Spirituality £ ...
d(comprhlng & singles service that provides the
g opportunity for G to find mates)

_n (providing information pertaining to
historical and religious matters) -

SmmAmmpe (also entitled ®

Consisting of online shopping for goods offered by
mail order companies prov ding the:following
categories of sales items: .. 7he
religious it
religicus and educational

G o

) . R w;
Travel Service (including information on
travel sites) c
Job Listings (providing a free service in
‘which job’‘opportunities in nonprofic
organizations will be listed)
, =, Advertising and Sponsorship ..
o e B e R L oA
The posting of classified ads will include the above mentioned
job listings. Additionally,syour -organization will allow the posting
.of personal ads by singles to allow them to correspond via e-mail,

‘chat online or communicate thr )
’l; K 3 )_E.:t < J-;.Ri:..-,*';rz‘l:..'t”-:,‘f.‘v)- ‘A“¢ P ceine 4 R S S AT
' It was established in a let 8 from your
representative that your organization will restrict:its sale of
goods to the four categories of products identified above. It was
also stated in the same .letter t t'no travel services or trips will
be sold.::Both assertions supercede the remark aiicaring in your
application that "An interactive store/catalog will sell
@ hoo ;

ks, @D txavel ts and o:har#m:chandiu to

,%?"u ‘reaspect. t
tur:hc:&ta:odlp
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3 fi_tc,bo‘ sold by the’ _
itaxable income.‘"g'mucl;ﬁ""lu 5 {on;:t

! .oxamp:.under\lgctlon_ Ao hand.,.lf the

» 7IRS determines’ f ‘oficertain items by;the Corp-
‘oration ‘will: cause't a:ion'gty:o’f,taufico‘r_q\;au!i' as tax
,8Xempt under section:501(c) (3) & the, Corporation.is willing to
provide those sarvices through’a’t zwholly owned
sidiary of the Corporation A

\..}, A N . 1;&” 3

slxprfmxy sources °
lication, as lollov_tur fg

AL A

aep ks

1) grants and contributions’ S S
" 2) funds received from QB based percentage of connect time
..Charged to @B nerbers within’ . -
PR Area o elpfovs B R d A ﬁf
©""3) rebates !rom-tor;;everyi‘jnav wember/customer:recruited by
.7 your organization vialyour promotions and "aggressive
7 marketing efforts and partnering with other GHENND

AL Sy e g s

4) a percentage of the gross sales generated Y online shopping
urchases - ol ifrec. S C g

S) income from classified and personal advertising’

6) sponsorship/advertising revenue . . s

., : e SRt f AR A
Revenue will be derived‘f

m £ g

aess Wy

rom ‘the GEEEENNNNEGEEF in the form

of nominal service fees that will:be charged to cover the production
costs involved in presenting’ :

-,
= 2y

According to computations derived from the tigu 8 provided in
your fropoud budgets for 1995/1996 through 1998/1999, your
organization will receive ‘approximately , t of its

- total revenue from @ in the form of confect time and the
 An additional GEEENENENNSSRE percent of iyour total

v revenue will be received from GNP in the form of classified ads,

v personal ads, sponsors and advertisers.:i

R & SR LT SRR s G g

i+ . Ravenue to be derived from classified ads, personal ads, sponsors
and advertisers featured:on the.World Wide Wab will comprise another

% R E

from g:ur;'rcprq jentative
b - indicates that products offered will not’'be’ sold at¥prices above
. normal retail prices and that vendors will be selling the products
+ for the same prices as set" forth in their catalogues and/or stores.
Your organization anticipates receiving -pufcon: of tha selling
price of each item. Suc revenue will be used, in part, to process
‘ the item requests to the vendors,:' = s s .- W
A ‘ P Y T e A
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. Your proposed expenses include the payment of salaries, employees
benefits and compensation for professional services. The costs
associated with maintaining a facility and establishing an "SR
QP are also identified.;;Promotion and content costs are
~identified as well. : P e BT ,

N v B
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In conducting your activities, your organization will have
dealings with numerous types of enrities. The terms of such
relationships are sat lqg:h in the following paragraphs.

“he terms of your corporate sponsorship are addressed in your
representative's letter dated According to this
letter, corporations will be able to sponsor areag of the forum {n 4
. manner similar to that by which corporations sponsor public radio

and television. 1In return for: the corporation's contribution, the
corporation's name will be listed as a sponsor of a given area of
the forum. There will be no other benefit to the corporate sponsor
and the corporate sponsor will generally not be permitted to
advertise on the forum. - (In a letter dated from
your representive, it was stated that *Advertising and sponsorship
revenue will come solely froam advertisars of “ who are
sponsoring in an area wrthin the forum.")

In regards to online shopping, your organization has already
chosen the vendors who will £ill the mail ordars. : The vendors were
selected on the basis of their compatibility with your
organization's vision of the services that need to be provided on
the forum, their current mail order capabilities and the fact that
the vendors sell onl educational, religious and TR, ~one
of -the vendors are, yn any way, related to your organization's
Board of Directors. These details were supplied in your
representative's letter dated“. '

According to the above mentioned letter, there will be more than
fifty information providers who will submit material for
presentation on . Except for

» none of these information
providers are related to your organization's Board of Directors.
@P will serve as the information newsstand along with many
othar . G will not benefit from your
organization's activities or be compensated for such info.mation.
None of the information providers will receive monetary compoensation
for their information but will, instead, receive from your
organization the * - in those instanceu
in which an information Yrovldcr uses Wl to provide your or-
?Anlzacion with information. Additionall » the contribution of the

nformation provider will be recognized via copyrights.

~ Section 2 of Article III of your Bylaws indicates thar amw
shall appoint no more

perce of your Board of Directors. Until your

. organization has sufficlent revenue to su port its own employees,

your organization will contract vl:hd to provide necessary

services.- Your proposed budgets indicate that GNP will donate

S$SUIP to your organization during your first yoar of operation.

G is a non féllr.‘corpontion whote stated purposes, according
to the Second Arr.fclc of its Articles of Incorporation, are:

°...to acquire, own,-issue, publish and/or distribute
JRTIN newspapers, magazines, and/or publications of any and
SR 3 all sorts for and of interest t ..

"D is a nonpéoli ‘entity "
section S01(c) (3) 4
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The ’Yrop‘ou.d terms of your erganiz on's agreemant with are
é:!oncu a.nmt‘ho document :ent it M"M, .
(" S ——— b2 S—

Sl

. (As explainad in ur representative’'s letter dated

is also known as

Throughout the *® ' 80 Yefaerred te
) | —— (a3 T variously
referred to as the ", , * U ¢ and
* R Ay et ¢ ) . ¥ i
) ‘0‘0 ?j# ;
Section 2.1.9 of the Agreement ‘stipulates that the

* ahall “assign and transfer this Agreement and all of ics
rights and obligations hereunder to .

48 soon as practicable al:er* is
granted tax exempt status as a S01(c) (3) entity.

Section 2.1.2 of the Nfruun: establishes that @R shall have
exclusive rights to the licensed content and sexvices for six months
from the date of launching the online area. Section 2.1.7 of the
Agreement cutlines the ainimum thatiis expected of the

in fulfilling its responsibilities to make Commercially
reagonable efforts to market the online area. Furthermore, Section
6.2 of the Agreement requires the to
adgree“...not to promote on or through the » the online
services of any other entity which could reascnably be construed to
be in competition with @, e s

In accordance with Section 3.1 of the Agreement, @lP shall pay
the percent of all Hourly Usage
Revenue, {.e., connect time revenues, and a fee of GHNNE dollars
for each New Member. (A New Member, is defined, in parct, in section
1.9 of the Agreement, as "an persoan or entity who registers for the

using P s npecfal promotion identifier...*)

In Section 3.2 of the Agreement, it is set forth that the
Information Provider shall pay GSSENEercent of all advertising
revenues to @R. In addition, the shall pa

percent of all sales revenues, excluding revenue derived
from the sale, distribution or provision of newspapers, books or
magazines. With respact to revenue collected from the sale,
distribution or rovision of newspapers, books or magazines, the
shall pay the greater of (a) Gmmp percent
< of all sales revenues derived therefrom or (b) a percentage equal to
- the percentage received by the | in connection
with the sala, distribution or provision of the nhewspaper, book or
magazine. VBT R e

Section 2.1.1 of rte &qv-;un!: sets forth the terms ‘of the
relationship between the

T N Y.
contract with and mana¢ - techanica processes for entities that are

interested in providing inforwmation content to the forum. will
Provide a contracet template that the
will use in contracting with’

contracts between the
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"the above terms ' resentative of
@ and other non sations, a latcer
Y a4n account manage o;;li;contitna thatithe terms are
consistent with those between ‘and other nonprofitiorganizations.

Additionally, the percentage of usage royalties that 8P receives as
A result of its contract with

consistent with those received from
as for-profit) partners. o v

Your representative's loiicé dated N n ubanaerc- that
none of your Board of Directors are, in any way, related to GNEN.

LANW; “ 5;
. Y T mf
Section 501(c) (3) of the Internal Revenue Code delé}ibes certain

organizations oxempt from income tax under section S01(a) and reads,
in part, as follows: ‘ *”% ' Fs
g{';“ﬂ

- H

"(3) Corporations, and any community chest, fund or foundation
organized and operated exclusively for religious, charitable,
scientific, testing for public safety, literary, or educational
Purposaes, or to foster national or international amateur sports
compatition (but only if no part of its activities involve the
provision of athletic facilities or equipment), or for the
prevention of cruelty to children or animals, no part of the net
earnings of which inures to the benefit of an¥ frivaco‘shareholder
or individual, no substantial pPart of the activities of which is

’%

carrying on propaganda, or otherwise attcmgting to influence

legislation (except as otherwise provided in subsection (h), and
which does not ?articlpatc in, or intervene in (including the
publishing or distribution of statement), any political campaign on
behalf of any candidate for public office."®

Section 1.501(c) (3)-1(a) (1) of the Income Tax Regulations
provides that, in order to be exempt as an organization described in
soction 501l(c)(3), an organization must be both organized and
operated exclusively for one or more of the purposes specified in
such section. If an organization fails to meet either the
organizational or the operational test, {t is not exempt.

Section 1.501(c) (3)-1(c) (1) of the Regulations provides that an
organization will be regarded as “operated exclusively*® for one or
more exempt purposes only {f it engages primarily in activities
which accompfi-h one or more exempt purposes specified in section
S01(c) (3). An organization will not be 80 regarded {f more than an
insubstantial parct of its activities is not in furtherance of an
exempt purpose. '

Section S13(c) of the Internal Revenue Code defines a trade or
business as follows:

‘For purposes of this section, the term ‘trade or business:
includes any activity which is carried on for the production of
income from the sale of goods or the performance of services. For
purposes of the preceding sentence, an activity does not lose
identity as a trade or business merely because it is carried on
within a larger aggregate of similar activities or within a larger
complex of other endeavors which may, or may not, be related to the

oo




éxempt purposes of the organization. Where an activity carried opn
for profit constitutes an unrelated trade or business, no .part nf
such trade or business shall be excluded from such classitication
merely because it does not result in profic.*

Trade or businesas has the sa

pose of determining whether a
trade or business axpense under Internal Revenue Code section 162
and includes any activity carried on for the production of income

from the sale of goods or in the performance of sarvices. See
Regulations 1.513-1(b)..

Seaction 1.502-1 states that “...In the case of an organization
operated for the primary purposa of carrying on a trade or business
for profic, exemption is not allowed under section 501 on the
grounds that all profits of such organizations are payable to one or
more organizations exempt from taxation under section S01. 1In
determining the primary purpose of an organization, all the
circumstances must be considered, including the size and extent of
the trade or businass and the size and extent of those activities of
such organization which are specified in the applicable paragraphs
of section 501.* Organizations whose purposes are religious, but
whose operations are nonetheless conducted in a commercial manner,
do not qualify for exemption. For instance, the commercial character
of religious publishing operations has been cited as a basis for
denial of exemption in numerous rulings. See 2

of | » 520 F. Supp. 374 (D.D.cC.
1981) ssx1n1nxa_2xsnn_E9nndn;inn_x*_unisnd_sssian. 285 F. 2d 800
(1961), cert. den. 363 U.S. 985 (1962), and Ihe Foundation for

» T.C. Memo 1965-77.

» 60 T.C.M. (199%90), the
the organization's vegetarian resgtaurants and

health food stores were not operated exclusively for an exempr
purpose. The organization's activity was conducted as a business
and was {n direct competition with other restaurants and health (oo
8lores. Furthermore, the sale of the health foods was gulliciently
substantial that 1t could not be said that the organization Operat el
exclusively for religious purpos.- 8.  The organization aluo fatled .,
demonstrate that the operations were required to furthe: %he diatary
teachings o! the Seventh Day Adventist Church or necassary ty enable
members of the Church to comply with the beliefs. Accoridingly, the
organization wam not granted exemption,

The Supreme Court stated in ! ollad
drateg. 126 U.S. 279, 66 S. CT. 112, 90 L Ed, &7 that *.. . the
presence of a single (noncharitable) purpose, if substanc:ial in
nature, will destroy the exemption regardless of the number o;
importance of truly (charitable) purposas.

The above ruling applies to entities that are organized and
operated for any exempt purpose, including a religious purpose or
both religious and educat:onal purposes. In

28, 263 F. Supp. 924 (1967), it was
determined that there was a substantial non-exempt purpose in the
organization's publication and sale of religious literature, and
exemption was thereby denied.




) (1)
of othar exempt purpases: ghuxsh_gi_EQaLQn_x"
. (1978) 71 T.C. 102; 1 i o (1959) .

T.C. 1217; . T.C.
Memo 1985-162, Colorado State Chiropractic Society, (1989)

93 T.C. 487, and uinngagcg glng'mgn Chesga Aggggtg:ign Inc._v,
Commiasioner, T.c. Memo 19831-¢95,

Revenue Rulings 71-504 and 71-505 both denied exemption unde:
section 501(c) (1) because the organizationa in question conduct ed
substantial non-501(c) (3) activities.

As demonstrated by the following rulings, conducting social anc
recreational activities ip conjunction with religious and

educational activities may preclude exemption under Code section
501(c) (3).

The Tax Court concluded in
76 T.C. J8o (1981)
at it
Purpose and cthar
incidental to ics

Similarly, the faillure of an nrganization to establisgh that it
way operated exclusively for religious and educacional purposae: ,
in spite of jirgs accampanying social and recreational activitjes,

resulted in denial of exemption as described in Revenue Ruling
77-366,

Furthermore, 1 Eirss Libertarian church ¥, Commigsionar. 74 T,
396 (1980), the Court held that the organization did not qualify .,

exemption because it {ailed to show that it segregated the soclial
and political azpecety ' tivities from ics stated relig

In order to quality
An organization must ge
Although

educationa
erving both public and
Cs, the private benefit must be clearly incidental
to the overriding public interest. Sae
» 46 T.C. 47 (1966).

Revenue Ruling 76-206 describes a nonprofit organization formed
to generate community interest in the retention of classical music
progra ' station. The

by seeking 4
rogram sponsors, ponsors, an
go:gtoti:porganlzation'- board of directors did not include any
Tepresentatives of the for-profit radio station. In addition, the
organization received ; port from the

tions campa
station, The organization'
increase i:p total revenu

2. o




of the
e and
} concluded that the
he for-profirc radio
+ therefore, the
emption. i

ANALYSIS;

The Code sections, Regulations sections and court Cases described
in the Precading Paragraphs identify the criteria considered in
determining whether an organization may qualify for exemption under
section 501(c) (3) of the Internal Revenue Code.

While much of the content of your‘ forum might be regarded asg
religious and educational in hature and, therefore, consistent with
Code section S01(e) (3) Purposes, you will also Provide opportunities
for persons to engage for certain goods.
Addicionally. social and recreational activities will be introduced
via games and posting of personal ads by
singles to all correspcnd via e-mail, chat online or
communicate through a 900 number. Classified ads, including~

+ will also be posted. Such activities do not serve ex-
Clusively Sul(c) (3) Purposes.

- The purpose of a S01(c) (3) entity must be to provide public
benefit; any private benefit derived from itg activicies must be
merely incidental to the purposes of the organization.
substantial Private benefit will be deriv
efforts to recruit and retain mambers

#ociation with exigting mail or
online shopping. Although your organizati
expand i{cg operations so as to offer your through
additional online service companies, such expansion would only
compound the problem by multiplying the private benefit enjoyed by
commercial interaestcs within the online sarvice induscry,

The commercial nature of much of Your operations ig apparent from
the terms of the 4greements between Your organization and
+ 48 wall as the mail order vendors. Such commercialism
is clearly incompatible with S01(c) (3) exemption. :

It was suggested that your organization could achieve its
religious and educational purposes bY obtaining a Web site, charging
4 nominal subscriber's fee and restr ccin? the content of your forum
to subject matrer that is exclusively reql glous and/or educational
in nature. The organization declined this specific suggestion.

CONCLUSION;

To be considered for tax exempt status under section S01(c) (3),
an organization must be both organized and Operated exclusivel
one or more of the Purposes specified in that section.
activicies must Testricted to those permitted
organ;z ‘ o 4 i+ it




R K ’ D SO Xt bR ; % : ey BRI A
" Basedicn the informat tted,:we have cod%luded that you
are not ‘entitled to exemption ‘from Federal income tax as an
‘organization that ig describedfiﬁ}hecrlon“SOl(c)(31go£ the Code,
inasmuch as you are not 'opc:atqdfexclusively' for;one or more of
the specified bPurposes within section 501(c) (3) of the Internal
Revenue Code, IR i+ 7 T o

-orm 6018,
reverse side of the

Alternatively, if you are not in agreement with this proposed da-
termination, we recommend that you request a hearing with our office
of Regional Director of Appeals.  Your request for a hearing should

» law and any other
as explained in the enclosed
Publication 892. tacted to arrange a date for a
hearing. The hearing may be held at the office of Regional Director
of Appeals or, if You request, at a mutually convenient Districe
office. A self-addressed envelope is enclosed.

If we do not hear from you within 30 days from the date of this
letter, and You do not protest thig Proposed determination in a
timely manner, it will be considered by the Internal Revenue Service
a8 a failure to exhaust available administrative remedies and will
then become our final determination.e : e

the Internal Revenue Code provides, in
aratory judgement of decree under this section shall
any proceeding unless the Tax Court, the Claims
Court, or the District Court of the United States for the Districe
of Columbia determines that the organization involved has exhausted

administra*ive remedies available to it within the Internal Revenue
Service.® i
We have gent a copy of this létter to your representative ag
indicated in your power of attorney.
21

Sincerely yod;p,

i f Lo
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“Cansentio Proposed Adversa Action™ " 5+ Ough.cate
g WInlmuNODNmMHIﬂwMI ", :
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| consent 10 the propoted adv e ve 4ction relative 10 the abave Srganization as ihawn by the boses) chechod below. |
undarsland that it Section 7428, Declaratory Judgmants Relating to Status and Classitication ol Orgmumom undes Sect.on 301 (¢!
{31, etc. appliey, | have tha tight to protest the proposed adverse action.

NATURS CF ADVEIRSE ACTION

Oendl of axemption as an organizatioa desctidad f{n gedtion 301(c)(3) of the Internal
_Rovenus Code.,

Revocation ol susmption, eltective

Modilication of exampt 1tatus lrom rection SQ0(ell ) ta 80t le){ ), oftective

Classification as a private foundation (section 508{a)), alfective

Classification a3 3 non-operating loundation (wection 4942()(2), m.clhi

Clausification a5 an 0rganization deseribed in section 808{a){ ), elfective

Clansitication s an organization deseribed in section 1 TOBI(1)IAN( ), sMective

&

© 11 you ag/ee 10 tha adveria iction thown sbove, pledse sgn nd retum ] consent. You thaud keep 8 eooy for your records.

I you sign this content balore you Mave eshauited your Mw« 200eal rights, you may lovwe yw wm 10 3 dectratory judyg
mant under section 7428,

(Si9na eure instructiong are on e back of this form. )

', Nomq of Orgonitation

Porm GQI18 (Aev 842




